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INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 
400 ARMY NAVY DRIVE 
ARLINGTON. VIRGINIA 22202-4704 

May 21,2010 

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION, 

TECHNOLOGY, AND LOGISTICS 
COMMANDFR. AIR FORCE GLOBAL LOGISTICS 
SUPPORT CENTER 



SUBJECT: Report on Air Force Secondary Power Logistics Solution Contract 
(Report No. D-2010 063) 

We are providing this report as a nonaudit service for your review and comment This 
analysis discusses issues regarding the use of performance-based logistics support 
strategies and the management of DOD inventory. We considered management 
comments on a draft report when prepa'ing the final report. 

DOD Directive 7650.3 requires that all recommendations be resolved promptly 
Comments from the Principal Deputy Assistant Secretary of Defense for Logistics and 
Materiel Readiness, the Associate Deputy Assistant Secretary of the Air Force 
(Contracting); and the Vice Commander. Air Force Global Logistics Support Center were 
not fully responsive Therefore, we request additional comments from the Director, 
Defense Procurement and Acquisition Policy and the Commander, Air Force 748th 
Supply Chain Group on Recommendations A 2. B i b, C.l, C.2, E.La. E.2.a, and F.3 by 
June 21,2010. 


If possible, send a .pdf file containing your comments to audacm@dodig mil Copies of 
your comments must have the actual signature of the authorizing official for your 
organization We arc unable to accept the /Signed/ symbol in place of the actual 
signature. II you arrange to send classified comments electronically, you must send them 
over the SECRET Internet Protocol Router Network (SIPRNET). 


We appreciate the courtesies extended to the staff Please direct questions to me all 



Richard B Jollitte 


Assistant Inspector General 
Acquisition and Contract Management 


cc- 


Assistant Secretary of the Air Force (Acquisition) 
Director, Defense Logistics Agency 
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Report No. D-2010-063 (Project No. D2009-D000CH-0223.000) 



Results in Brief: Analysis of Air Force 
Secondary Power Logistics Solution Contract 


What We Did 

Our objective was to evaluate the data used in the 
business case to support the best value decision to 
aw'ard the Secondary Power Logistics Solution 
(SPLS) contract. We also evaluated a 
congressional inquiry on the consolidation of 
SPLS requirements received during our review. 

What We Found 

The Air Force did not adequately address Defense 
Logistics Agency (DLA) consumable item 
inventory. After we informed the Air Force and 
DLA, they agreed to drawdown S51.1 million of 
inventory for the F-15 secondary power system 
and are addressing $19 million of consumables 
inventory for the C-130 (Issue A). 

The Air Force did not comply with legal 
requirements relating to prime vendor contracts for 
depot-level maintenance and repair because there 
is no DOD implementing guidance, and the SPLS 
contract is not consistent with Base Realignment 
and Closure (BRAC) recommendations to transfer 
procurement management and distribution 
functions to DLA (Issue B). 

DOD availability for C-130 and F-15 Depot-level 
Repairables (DLR) has been unsatisfactory, and 
the SPLS contract requires significantly improved 
availability starting in contract year 3. However, 
the goal of reducing customer wait time was not 
achieved and contract metrics are not consistent 
with DOD standards (Issue C). Also, the contract 
did not obtain significant reliability improvements, 
and the Air Force continues to fund improvements 
outside of the contract, which is contrary to the 
performance-based logistics concept (Issue D). 

Savings are difficu lt to calculate. The Air Force 
claimed savings ofH^mover the status 
quo for Increment 1 of the SPLS contract, but our 
calculations ranged from a savings of S7.0 million 
to a price increase of S13.9 million from FY 2005 
to 2007. The SPLS contract relies more on the use 


of on-condition maintenance than depot overhaul, 
which positively impacts costs and availability but 
may negatively impact reliability. The Air Force 
expects to obtain similar savings from the 
Increment 2 (F-15) award. However, we 
calculated that th e SPLS contract could cost^^l 
' iiH'ie than I lie Mains qiu> i I--‘.ie l I 


The Air Force Senior Procurement Executive has 
not yet determined that the consolidation of 
requirements for the SPLS contract was necessary 
and justified (Issue F). Please see Appendix B to 
the report for more details on each issue. 

What We Recommend 

• The Air Force use DLA assets for the 
C-130 and any other spirals/increments. 

• Congress be notified of the SPLS strategy 
and that DOD issue implementing guidance 
on prime vendor contracts. 

• The Air Force periodically obtain certified 
cost or pricing data and icnegoliate prices. 

• Closely monitor the on-condition 
maintenance philosophy to determine its 
impact on reliability. 

• Update status quo calculations to include 
FY 2009 historical data before determining 
if SPLS contract is cost-effective. 

• The Air Force Senior Procurement 
Executive determine whether the 
consolidation of requirements for the SPLS 
contract was necessary and justified. 

• DOD and the Air Force review and clarify 
or correct policies related to consolidation. 

Management Comments and Our 
Response 

Comments generally were responsive, but not all 
recommendations were resolved. We request 
additional comments from the Director, Defense 
Procurement and Acquisition Policy; and 
Commander, Air Force 748 ,h Supply Chain 
Management Group, by June 21,2010. See the 
recommendations table on the back of this page. 
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May 21.2010 


Recommendations Table 


Management 

Recommendations 
Requiring Comment 

No Additional Comments 
Required 

Director. Defense Procurement 
and Acquisition Policy 

B.l.b and F.3 


Director, Defense Logistics 

Agency 


B.2.a and B.2.b 

Air Force Deputy Assistant 
Secretary for Contracting 


B.l .a and F.2 

Assistant Deputy Under Secretary 
of Defense for Maintenance 

Policy and Plans 


B.l.b 

ill 

Commander. Air Force 748 

Supply Chain Management 

Group 

A.2, CM, C.2, E.l.a. and 

E.2.a 

A.I.a, A.I.b. C.3, D.l, D.2, 
D.3, E.I.b, E.2.b, and F.l 

Deputy Commander, Defense 
Supply Center, Richmond. 

Virginia 


A.I.a, A.I.b. and A.2 


Please provide comments by June 21, 2010. 
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Introduction 


Objectives 

Out objective was lu evaluate the data used in die business ease analysis (BCA) to 
support the best value decision to award the Secondary Power Logistics Solution (SPLS) 
contract to Honeywell International Inc. (Honeywell). Specifically, we evaluated the 
accuracy of the baseline data related to availability, reliability, and cost; determined 
whether the Air Force adequately considered appropriate statutory and regulatory issues; 
and assessed the overall impact on the Defense Logistics Agency (DLA) and DOD 
supply system. During the review, we received a congressional inquiry relating to the 
consolidation of SPLS requirements. See Appendix A for a discussion of the scope and 

methodology. 

Background 

During a Lean Six Sigma project (D2009-DCOOCH-0002.000) designed to re-establish 
baseline costs on the DLA/Honeywell long-term contracts and to attain lower prices for 
Honeywell parts, 1 we discovered that DLA had more than 4 years of inventory 
(Si39.4 million) in relation to annual requisitions ($33.9 million). The excess inventory 
related primarily to consumable items used by Hill Air Force Base (DOD Activity 
Address Code FB2029). 

Demand Decline and DOD Inventory 

We visited Hill Air Force Base to assess the reasons for the decrease in demand for DLA- 
managed consumable items and found that the Air Force had reduced its requisitions for 
consumable items that were purchased with the SPLS contract. The SPLS contract is a 
sole-souice, petfoimance-based lugislics (fixed-ptice. powei-by-the-flight-liuur) conliacl 
with Honeywell. The auxiliary power units (APUs) for the B-2 and C-130 aircraft and 
ground carts had already transitioned to the SPLS contract (Spiral I, Increment I), and 
the F-I5 secondary power systems (Spiral 1. Increment 2) were scheduled to transition in 
2009 (now 2010). 

In addition, a significant shortage of bearings caused the Air Force to reduce requisitions 
of consumable items used on F-l 5 secondary power systems. One of the reasons DLA 
w'as unable to supply bearings to the Air Force was that Honeywell was unable to obtain 
bearings from its manufacturers and had significantly increased delivery times. For 
example, DLA had no inventory for National Stock Number (NSN) 3110-00-554-8388, a 
cylindrical roller bearing, even though 2,766 were on order. Starting with order 


1 The initiative to rc-basclinc pnccs on the DLA Honeywell long-term contracts reduced prices by about 
$9.5 million or 9.4 percent (based on 5-year demand of SI 00.8 million) and will be addressed in a separate 
report. 
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2090 January 20, 2007, to order 4016 August 3, 2007, Honeywell had amended contract 
delivery days from about 205 days to between 597 and 759 days. 

The Air Force had only limited plans to address DLA consumable item inventory and in 
fact, the DLA/Air Force collaborative forecasting continued to assume DLA would 
support the APUs. 


SPLS Strategy 

On August 30, 2007, Hill Air Force Base awarded Increment I of the SPLS contract w ith 
an estimated value of about S370 million over 10 years to Honeywell. The SPLS contract 
provides logistics service and depot maintenance support for Hill Air Force Base and, 
according to Honeywell, should reduce maintenance costs by 10 percent. During the first 
increment of the contract, Honeywell will reportedly upgrade APUs and provide ground 
cart support and supply chain management services for the B-2 and C-130 aircraft. 


Subsequent spirals and increments of the SPLScontractwill add the F-15 Eagle 
C-5 Galaxy andE-3Sent^^^^^^^^H A -10 Thunderbolt 

_ jB-1 B Lancer^^JU^(fand^^^nghting FalconH^^^^^B The 

value of SPLS contracts for all spirals will total about Sl .7 billion. The strategy will also 
include agreements with other original equipment manufacturers, such as Hamilton 
Sundstrand. 



Additional Benefits Anticipated by the Air Force 

Under the SPLS contract. Honeywell has embedded engineering staff on a just-in-time 
basis for support to increase production, resolve current problems, and reduce cycle time. 
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Results Summary 

The SPLS strategy initially did not fully consider the impact on DLA consumable 
inventory, did not comply with statutory requirements (bundling 2 [Section 2382, title 10, 
United States Code, “Consolidation of Contract Requirements: Policy and Restrictions] 
and prime vendor contracts for depot-level maintenance and repair [Section 346 of Public 
Law 105-261, the “Strom Thurmond National Defense Authorization Act for Fiscal Year 
1999,” October 17, 1998, as amended by Section 336 of Public Law 106-65, October 5, 
1999, added as a note to Section 2464, title 10, United States Code] 3 ), and was not 
consistent with Base Realignment and Closure (BRAC) 2005 recommendations. Our 
analysis shows that while the contract requirements do provide for better availability, any 
reliability improvements and lower costs are questionable. The following sections 
contain details on the issues and our recommendations. 

• Issue A - DLA Impac: - Sales and Inventory 

• Issue B - Statutory Issues 

• Issue C - Availability 

• Issue D - Reliability Improvements 

• Issue E - SPLS Costs 

• Issue F - Congressional Inquiry - Bundling 

See Appendix B for more details on each issue. 

Management Comments on the Report and Our 
Response 

Assistant Secretary of Defense lor Logistics and Materiel 
Readiness Comments 

The Principal Deputy Assistant Secretary of Defense for Logistics and Materiel 
Readiness stated that although he partially agrees with the findings, he is concerned that 
the general tone of the report appears to discourage, rather than support, current DOD 
policy of adopting innovative sustainment strategies, particularly PBL. 

Our Response 

We fully support innovative sustainment strategies that effectively decrease sustainment 
costs, properly define and measure performance metrics, and show improvements in 
performance, and lower costs across the total life cycle. However, as shown in the report, 
we question whether the Air Force SPLS strategy will result in lower costs and achieve 
reliability improvements. Further, the SPLS contract metrics for availability defines 
acceptable delivery below current DOD requirements for high-priority requisitions and 
does not fully measure the total customer wait time (CWT). 


' The United States Code and the Federal Acquisition Regulation define bundling as consolidating two or 
more requirements for supplies or services, previously provided or performed under separate smaller 
contracts, into a solicitation for a single contract. 

’ The draft report referred to this legislation as the Strain Thurmond Act. 
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Issue A. DLA Impact - Sales and Inventory 

The SPLS philosophy moves supply operations and material management functions for 
consumable items from DLA to the private sector (Honeywell) with DLA becoming the 
second source of supply for consumable items used on secondary power systems at Hill 
Air Force Base. While the Air Force had addressed DLA inventory drawdown for a 
limited number of consumable items used on the aircraft secondary power systems, we 
identified S60-S80 million of consumable items used on the secondary power systems 
that had not been adequately addressed. After briefing the Air Force and DLA on the 
inventory issue (we also briefed the Director Defense Procurement and Acquisition 
Policy), the Air Force and DLA took a “team deep look” at F-15 consumable item 
inventory and agreed to: 

• use S51.1 million of DLA assets (as a first source of supply) throughout the life of 
the contract or until DLA assets are exhausted for 507 drawdown NSNs (95,638 
total items) used on the F-15 aircraft at the DLA Standard Unit Price, 

• enforce drawdown requirements through contract language w ith periodic metric 
reviews, and 

• assess whether the same methodology can be used for excess DLA assets relating 
to the C-130 aircraft already on contract with Honeywell under Increment 1 

Although we believe that contracting out the DLA mission will decrease effective use of 
DLA assets, increase excess capacity, and make DLA increasingly more inefficient; the 
Air Force and DLA have agreed on a reasonable drawdown plan for DLA assets. 
According to DLA, because the use of perfonnance-based logistics (PBLs) is DOD’s 
preferred method of support, the Deputy Commander, Defense Supply Center Richmond, 
believes it would be inappropriate for DLA to challenge the Air Force’s decision. DLA 
stated that it is important to gain information on the Services’ intent so that DLA 
personnel can adjust their ordering accordingly and avoid investing in unneeded material. 

Recommendations, Management Comments, and Our 
Response 

A.l. We recommend that the Commander, Air Force 748 ll ‘ Supply Chain 
Management Group, and the Deputy Commander, Defense Supply Center 
Richmond: 

a. Use $51.1 million of Defense Logistics Agency assets (as first source of 
supply) through the life of the contract or until Defense Logistics Agency assets are 
exhausted for drawdown F-15 items at the Defense Logistics Agency Standard Unit 
Price. 

b. Enforce drawdown requirements through contract language with periodic 
metric reviews. 

Management Actions 

The Air Force and DLA agreed and took prompt action to address the inventory issue. 
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A.2. We recommend that the Commander. Air Force 748 Ih Supply Chain 
Management Group, and the Deputy Commander, Defense Supply Center 
Richmond, follow the same methodology to use about S35.0 million of Defense 
Logistics Agency assets for C-130 items and any other Secondary Power Logistics 
Solution spirals and increments. 

Air Force Global Logistics Support Center Comments 

The Vice Commander. Air Force Global Logistics Support Center, and the Director, 

448 lh Supply Chain Management Wing, agreed with the intent of the recommendation. 
They agreed that it is best to use excess DLA inventory related to the C-130. They are 
currently in discussions with Honeywell and DLA to determine a solution that will 
drawdown excess DLA inventory, while alsc considering Honeywell s contractual 
obligations to its suppliers. 

Defense Supply Center Richmond Comments 

The Deputy Commander, Defense Supply Center Richmond, agreed. DLA met with the 
Air Force and identified the parts to be used and is currently negotiating a dollar value. 
DLA estimates the value of these parts at S25 million for a 10-year draw down plan, but 
because the contract has been in place for 2 years, DLA estimates an 8-year drawdowm 
value of S19 million. The deputy commander stated that the Air Force is asking DLA to 
consider foreign military sales as a potential customer for a “couple million dollars" 
worth of parts. Additionally, according to the deputy commander, the Air Force is 
concerned that Honeywell has “over procured” for the last 2 years of the contract. The 
deputy commander also stated that DLA will insist that the Air Force drawdown a 
significant amount of inventory, if not all. related to Increment I. 

Our Response 

The comments are not fully responsive. Although Honeywell’s firm commitments may 
impact the amount of DLA inventory that can be reduced, the Air Force needs to 
negotiate an effective drawdown of DLA assets. The SPLS contract has 7 remaining 
I-year options that can be exercised. Given the contract terms, it seems unlikely that 
Honeywell has entered into firm agreements with its suppliers for the remaining period. 

In July 2009, the Deputy Assistant Secretary for Contracting, Office of the Assistant 
Secretary of the Air Force for Acquisition, stated in a decision brief for the F-15 award 
that he wanted the C-130 inventory resolved before the F-15 award. Further, with 
Increment 3 of the SPLS contract adding A-10, B-l, C-5, and E-3 secondary power 
systems, clearly there is adequate leverage and incentive to negotiate a reasonable 
drawdown of C-130 inventory for DOD and the taxpayers. We request that the Air Force 
piovide additional comments on the filial lepuil that addiess a leasuuable diavvdovvii plan 
for C-130 inventory. 
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Issue B.l. Statutory Issues - Prime Vendor 
Contracts for Depot-Level Maintenance and 
Repair 

Section 2464. title 10. United States Code (10 U.S.C. 2464) note, placed conditions on the 
expansion of functions performed under prime vendor contracts for depot-level 
maintenance and repair. The law requires that Congress be notified 30 days before the 
Secretary of Defense or the Secretary of a Military Department enters into a prime vendor 
contract for depot-level maintenance and repair of a weapons system or other military 
equipment. 

The Air Force had not complied with 10 U.S.C. 2464 note The Air Force agreed that the 
statutory requirements applied to the SPLS strategy and was researching how notification 
should be made and at w'hat level. The Air Force also stated that there was no Defense 
Federal Acquisition Regulation Supplement iDFARS) guidance that addressed the 
requirements. 

Recommendations, Management Comments, and Our 
Response 

B.l.a. We recommend that the Air Force Deputy Assistant Secretary for 
Contracting comply with the requirements for prime vendor contracts and notify 
Congress of the Secondary Power Logistics Solution strategy. 

Air Force Deputy Assistant Secretary for Contracting Comments 

The Air Force Deputy Assistant Secretary for Contracting partially agreed. The 
Associate Deputy Assistant Secretary stated rhat when the SPLS contract was awarded in 
August 2007, DOD had not implemented the requirements for prime vendor contracts. 
The Associate Deputy Assistant Secretary stated that it would not be appropriate to apply 
the requirements for prime vendor contracts because the Air Force awarded the contract 
in 2007, and DOD had not implemented the requirements until February 12, 2010. The 
Air Force did agree that the requirements for prime vendor contracts applies to the SPLS 
strategy but has no plans to notify Congress. 

Our Response 

The Air Force comments are not responsive. The Air Force needs to comply with the law 
to notify Congress before awarding additional increments of the SPLS strategy that 
contract out depot-level maintenance and repair of the F-15, A-10. B-l, C-5, and E-3 
secondary power systems. We plan to address the issue to the Director, Defense 
Procurement and Acquisition Policy (see our response to B. I .b). 
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B.l.b. We recommend that the Director, Defense Procurement and Acquisition 
Policy, in conjunction with the Assistant Deputy- Under Secretary of Defense 
(Maintenance Policy and Programs), develop implementing guidance to address the 
requirements relating to congressional notification before entering into prime 
vendor contracts for depot-level maintenance and repair of a weapons system or 
other military equipment. 

Assistant Secretary of Defense for Logistics and Materiel 
Readiness Comments 

The Principal Deputy Assistant Secretary of Defense for Logistics and Materiel 
Readiness partially agreed. The Principal Deputy commented that he believes there is 
sufficient implementing guidance to comply with the requirements. Further, on 
February 12, 2010, the Director, Defense Procurement and Acquisition Policy, issued a 
policy memorandum to incorporate the requirements into DFARS. 

Our Response 

The Principal Deputy Assistant Secretary of Defense for Logistics and Materiel 
Readiness comments are not fully responsive. Although the policy memorandum issued 
in response to this report is a step in the right direction, we do not agree that sufficient 
guidance exists. For instance, the Air Force informed us that it does not intend to comply 
with the requirements when awarding future increments of the SPLS contract. Further, 
for ongoing projects, the Army also has not complied with the requirements and is 
questioning the applicability of the guidance to its current support strategies. Therefore, 
we request additional comments in response to the final report from the Director, Defense 
Procurement and Acquisition Policy. 
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Issue B.2. Statutory Issues - Base 
Realignment and Closure 2005 

The SPLS contract is not consistent with the BRAC recommendations that transfer 
procurement management and related support functions for depot-level repairables 
(DLRs) and supply, storage, and distribution management functions to DLA because the 
SPLS contract keeps these functions under Air Force control. In addition; supply, 
storage, and distribution functions for consumable items previously managed by DLA 
will be re-aligned to contractor management under Air Force control. Consequently, the 
SPLS contract and other PBL strategies will impact BRAC savings estimates relating to 
BRAC Recommendation # 176, “Depot-Level Repairable Procurement Management 
Consolidation,” and BRAC Recommendation # 177, “Supply, Storage, and Distribution 
Management Reconfiguration.” 

The SPLS strategy and pursuit of similar PBL strategies by the Services will, over time, 
diminish the joint opportunities for savings relating to consolidating consumable item and 
procurement management of DLRs and consolidating the service supply, storage, and 
distribution functions. DLA has not addressed the impact that the Air Force SPLS PBL 
strategy will have on BRAC recommendations cost and savings estimates. The SPLS 
strategy should resolve Air Force concerns about the BRAC consolidation actions impact 
on readiness and depot functions to serve the warfighter, as reported by the Government 
Accountability Office (GAO). 

Recommendations, Management Comments, and Our 
Response 

B.2. We recommend that the Director, Defense Logistics Agency: 

a. Determine the difference in the value of the depot-level repairables that 
the Services originally planned to transfer (procurement management function) to 
the Defense Logistics Agency and the current value of the depot-level repairables 
currently scheduled to transfer and determine the associated impact (Base 
Realignment and Closure Recommendation #176). 

Defense Logistics Agency Comments 

Inventory savings identified in BRAC Recommendation 176 were based on placing 
2 percent of the annual acquisition dollar value of consumable and depot-level reparable 
Class IX materiel on long-term, performance-based contracts for a period of 
4 consecutive years. Assumed savings come from lowering lead times for those affected 
NSNs and. in some instances, from achieving an opportunity to receive inventory directly 
from the vendor. DOD envisioned these contracts to be joint enterprises between DLA 
and the Services and did not target specific vendors. The Services are not transferring 
management of depot-level repairables to DLA. BRAC Recommendation 176 directs 
that procurement of Class IX materiel be assigned to DLA. Subsequently, the 
governance board decided that repair serv ices and mixed service/materiel contracts were 
not intended to be assigned to DLA. The annual acquisition dollar value of Class IX 
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materiel for the Air Force as reported in the certified BRAC data call is SI.6 billion. Two 
percent of that amount adjusted for inflation is S34.4 million. Annual inventory savings 
are expected to average $8.8 million a year or 0.55 percent of Air Force Class IX annual 
acquisition value. The Honeywell SPLS contract would have very minimal, if any, 
impact on the BRAC savings estimates. 

Our Response 

The comments from DLA are responsive. 

b. Improve the accuracy of its Base and Realignment Closure cost and 
savings estimates by identifying the Service-related inventory that will not be 
consolidated with the Defense Logistics Agency inventory and exclude any projected 
savings associated with the inventory transfer for inventory not being transferred to 
Defense Logistics Agency (Base Realignment and Closure Recommendation #177). 

Defense Logistics Agency Comments 

The inventory savings identified in BRAC Recommendation 177 were based on projected 
inventory to be capitalized by DLA from the Navy and Air Force. The Air Force has 
projected $177.1 million of materiel at Ogden Air Logistics Center to be capitalized by 
DLA. The BRAC savings estimates conservatively assume a 25-percent reduction in 
inventory or $16.5 million. The reduction occurs when inventory levels for DLA 
worldwide requirements and Ogden Air Logistics Center, Utah, are combined and 
collapsed. There is no reason to believe that the Honeywell SPLS contract would have a 
significant effect on the assumptions. 

Our Response 

The comments from DLA are responsive. 
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Issue C. Availability - On-Time Delivery of 
Depot-Level Repairables 

Government availability for the C-130 and F-15 DLRs has been unsatisfactory. We 
calculated that C-130 DLR availability ranged from 39.7 percent in FY 2003 to 
68.8 percent in FY 2007, with a spike of 79.8 percent in FY 2006 (SPLS Increment 
1 contract standards). From FY 2003 to FY 2008, availability for F-15 DLRs ranged 
from 43.0 to 45.8 percent (also using SPLS Increment I contract standards) with a spike 
of 54.9 percent in FY 2007. It should be noted that a world-wide shortage of bearings 
significantly impacted repairs and availability and that the Air Force acquisition plan 
reported on-time deliveries of spares at only 58 and 56 percent in FYs 2003 and 2004. 

The SPLS contract Increment I requires 90-percent availability starting in year 3 of the 
contract, and Honeywell achieved availability rates of 60.3 and 75.9 in the first 2 contract 
years respectively (for the C-130). The Air Force established a 90-percent goal for DLR 
availability in its business case, but the F-15 contract (Increment 2) has not yet been 
negotiated. 

We found that the Air Force BC'A goal to reduce CWT from 4 days to 2 was not achieved 
and the availability measurements in the SPLS contract were not consistent with DOD 
Uniform Material Movement and Issue Priority Standards (DOD Standards). We found 
that for CWT, the SPLS contract clock starts the first business day (Monday-Friday) after 
receipt of the requisition by Honeywell as opposed to the date the requisition was issued 
for DOD requirements, and that the contract performance work statement was not 
consistent with the availability performance requirement. Also, for high-priority 
requisitions (1-3), DOD generally required faster delivery than SPLS, while for lower 
priority (4-15) requisitions, SPLS required faster delivery. Finally, the maximum 
contract penalty for poor performance under Increment l (availability at 80 percent or 
lower) is only $141,825 or less than half a percent of the annual contract value of 
S36.9 million and will provide only limited iicentive to guarantee adequate performance. 

Recommendations, Management Comments, and Our 

Response 

C. We recommend that the Commander. Air Force 748"' Supply Chain 
Management Group: 

I. Establish procedures to measure customer wait time as defined by the 
total elapsed time between issuance of a customer order and satisfaction of that 
order. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director. 

448 11 ' Supply Chain Management Wing, agreed. The commander stated that the Air 
Force will continue to measure customer wait time from the time a requisition is 
submitted to the time the field activity receives a serv iceable asset. 
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Our Response 

The Air Force comments are not Fully resporsive. The Air Force had not been measuring 
customer wait time from the time a requisition was submitted to the time the field activity 
received a serviceable asset. The Air Force needs to provide a response to the final report 
detailing how it will measure customer wait lime from the time a requisition is submitted 
to the time the field activity receives a serviceable asset. 

2. Establish and track Secondary Power Logistics Solution contract metrics 
for availability (customer wait time) that are equal to or better than DOD Uniform 
Material Movement and Issue Priority Standards. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 

448 lh Supply Chain Management Wing, agreed. The commander stated that the Air 
Force would review Priority 02 and 03 requisitions to determine whether it is 
economically justifiable to amend the contract to require delivery within 2 business days 
for Continental United States requirements or 5 business days for Outside the Continental 
United States requirements. 

Our Response 

The Air Force comments are partially responsive. We question the use of contract 
metrics that are not equal to or better than DOD Uniform Material Movement and Issue 
Priority Standards. Accordingly, we request that the Air Force provide a response to the 
final report. 

3. Establish contract incentives or penalties that are sufficient to ensure 
required availability. 


Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 

448 th Supply Chain Management Wing, agreed. The commander stated that the contract 
itself is sufficient incentive for Honeywell to meet contract availability requirements 
because of the Air Force’s ability to not exercise option years if Honeywell does not meet 
contractual performance requirements. As a result, the potential penalty for not meeting 
contract performance is the value of the contract. 

Our Response 

The Air Force comments are responsive. 
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Issue D. Reliability Improvements 

The SPLS Increment I contract requires only a 60-percent reliability improvement for 
23.3 percent of the APUs (based on the dollar value of the contract) or significantly less 
than the Air Force business case goal of a 100-percent reliability improvement. Further, 
based on reliability' data from FY 2006 to FY 2008, we calculate that the baseline for the 
APUs should have been established at 810 Weighted Flight Hours Between Installations 
(WFHB1) rather than 642 WFHBI. Consequently, the contractual reliability 
improvements required for Increment I amount to only a 26.8 percent improvement for 
23.3 percent of the items. 

In addition, from 2003 to 2006. the Air Force funded the secondary power system 
Component Improvement Program (CIP) projects totaling about S8 million with 
Honeywell that mostly related to the C-5 control system and the F-15 central gearbox 
clutch and brake and generator control unit (GCU). From 2007-2009, the Air Force 
funded an additional S5.3 million of design improvements with Honeywell, including 
about S3 7 million of improvements for the F-IS GCl I and more than 81 9 million of 
improvements to the C-5 APU 165-1 control system. For the F-15 GCU, the Air Force 
plans on funding the complete replacement of the GCU at a cost of about S20 million 
after the Increment 2 contract is awarded. This concept of funding major component 
improvements outside the SPLS contract is contrary to the performance-based logistics 
concept and will be difficult to manage. 

Recommendations, Management Comments, and Our 
Response 

D. We recommend that the Commander. Air Force 748 lh Supply Chain 
Management Group: 

1. Establish accurate reliability baselines from historical data and determine 
realistic improvements that can be obtained through negotiations with appropriate 
incentives and penalties. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 

448 th Supply Chain Management Wing, agreed that more accurate reliability baselines 
need to be established. The commander stated that the Air Force performed a 
revalidation of the data originally used to develop the baseline to include a longer time 
frame that provides a more accurate picture and highlights some errors in this report. The 
commander also stated that the cost of changing the contract baseline will be assessed, 
but the current incentives and penalties are appropriate. 

Our Response 

The Air Force comments are responsive. However, we are not aware of any errors in our 
report and we relied on the data provided by the Air Force to make our calculations. 
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2. Determine whether it is appropriate to fund component improvement 
program replacements/upgrades outside a performance-based logistics arrangement 
and, if appropriate, determine how the Air Force will account for favorable 
availability, reliability, and cost impact on the Secondary Power Logistics Solution 
contract. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Cilobal Logistics Support Center, and the Director, 

448 th Supply Chain Management Wing, agreed. The commander stated that it is 
reasonable to assume and expect that Honeywell will focus on improvements that will 
have a payback within the life of the contract and not on those that would extend beyond 
the life of the contract. When program improvements would extend beyond the life of 
the contract, the Air Force would determine whether it is in its best interest to pursue 
these improvements outside the SPLS contract. If the Air Force does choose to pursue 
these improvements, the Air Force would ensure that Honeywell does not receive a 
financial benefit for efforts undertaken by the Air Force. 

Our Response 

The Air Force comments are responsive. 

3. Determine whether it is appropriate to fund component improvement 
program projects (to improve reliability, not safety) that are scheduled for 
performance-based logistics arrangements. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 

44S lh Supply Chain Management Wing, agreed. The commander stated that Honeywell 
is incentivized to make improvements that would lower its costs. The Air Force does not 
expect Honeywell to implement improvements that will not lower its costs. For 
improvements that would not lower Honeywell’s cost, the Air Force would determine if 
the improvements are in its best interest and then decide whether to pursue them. 
Additionally, the Air Force would ensure that Iloneyw-ell does not benefit financially 
from Air Force-funded improvements. 

Our Response 

The Air Force comments are responsive. 
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Issue E.l. SPLS Costs - SPLS Increment 1 
Cost Savings 


Determining whether the Air Force SPLS initiative is less expensive than the status quo is 
difficult, as is determining whether negotiated prices for the next 10 years are fair and 
reasonable. In the Increment I (B-2, C-130, and carts) final price negotiation 
memorandum (PNM), the Air Force calculated the SPLS savings from the status quol 

_The 

SPLS contract is a fixed-price, cost-per-flig ht-hour (CPFH) contract with a base year and 
9 (I-year) options. 



Excluding CIP costs and using the same high-level data for FYs 2005, 2006, and 2007; 
we calculated the 10-year status quo costs at S376.1 million, S355.8 million, and 
S355.1 million, respectively. When compared to the S369.0 million contract price, our 
calculations range from a cost savings of S7 million (FY 2005) to a price increase (SPLS 
contract more expensive) of S13.9 million (FY 2007). 


Further, thel 


| a change-in-repair method at the depot from 
100-percent overhaul to an overhaul/on-condition maintenance (OCM) mix starting with 
100-percent overhaul and gradually increasing OCM (not complete overhaul). This 
change-in-repair met hod resulted in a corresponding change from the baseline co ntract 
work a 

S58.2 million decrease(3T5percentLTnestatusquocalciilationsinaudeal00 percent 
overhaul. Also, we were unable to determine whether the OCM would impact availability 
or reliability. In theory, the OCM philosophy could have a positive impact on availability 
(decreased cycle times) because less costly repairs take less time but not performing 
complete overhauls could also negatively imaact reliability (on-wing performance) so 
this new repair philosophy will need to be closely monitored. Due to the uncertainty of 
the status quo calculations and the change in maintenance philosophy, we believe 
awarding a contract that exceeds 5 years is high risk unless the Air Force develops a plan 
to re-evaluate future contract costs using certified cost and pricing data. 


Recommendations, Management Comments, and Our 
Response 

E.l. YVe recommend that the Commander, Air Force 748' 1 ' Supply Chain 
Management Group: 

a. Periodically (about every 4-6 years) obtain certified cost or pricing data 
and renegotiate option year prices for the Secondary Power Logistics Solution 
contract. 
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Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 

44S 11 ’ Supply Chain Management Wing, agreed. The commander stated that these actions 
will be incorporated into future contracts. The commander further stated that the SPLS 
contract does not have a reopener clause that would allow for such a negotiation, but the 
Air Force is developing a mechanism to determine price reasonableness prior to the 
exercise of the next option year. If the Air Force determines that the cost of the contract 
is not fair and reasonable, it has the ability to not exercise the option year. 

Our Response 

The Air Force comments are not responsive. The comments discuss mostly future 
contracts and not SPLS. In July 2009. the Deputy Assistant Secretary for Contracting. 
Office of the Assistant Secretary of the Air Force for Acquisition stated in a decision 
brief for the F-15 award that the SPLS contract has 9 option years during which the 
contracting officer must determine whether the price for each option is fair and 
reasonable based on current conditions as the Federal Acquisition Regulation (FAR) 
requires. He also stated that the Air Force should consider changing the terms before the 
F-15 portion is added to the contract to allow for re-pricing. As stated previously, the 
addition of Increments 2 and 3 allows adequate leverage and incentive to negotiate the 
inclusion of this clause. Without the clause, DOD has no chance to recover savings that 
Honeywell obtains from cost improvements and significant cost reductions due to the 
change in the maintenance philosophy to “on condition maintenance” on the 10-year 
firm-fixed-price contract. We request that the Air Force provide a response to the final 
report. 


b. Closely monitor reliability (on-wing performance) of secondary power 
systems depot-level repairables to determine whether the less costly on-condition 
maintenance philosophy is negatively impacting reliability. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 
448 lh Supply Chain Management Wing, agreed. The commander stated that the Air 
force is currently collecting and evaluating data to determine the impact that 
on-condition maintenance had on reliability. 

Our Response 

The Air Force comments are responsive. 
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Issue E.2. SPLS Costs - SPLS Increment 2 
Calculated Cost Savings 


Similar to the Increment I analysis, determining status quo costs and potential savings 
from the sole-source Increment 2 PBL contract for logistics services and depot 
maintenance support of F-l 5 secondary power systems is difficult. The Air Force 
calculated as a baseline for negotiations that the SPLS lncrement_2_contract_wiH save the 



status quo 
The Air 


same amount as die Increment 1 contract. 


from tin 

calculation, andthelO-vearlncrement 2 contract would cost 

Force inc!uded|^^^^^^for "Backorder Buydown” to fill all backorders. The Air 
Force then added^^^^^^H associated with the DLA cost recovery rate for the 
inventory buydown for a total Increment 2 contract cost of^^^^^^^flor a savingsl 


However, the Air Force status quo calculation was based on an average CPFH for 
FYs 2006-2008 with additional adjustments for cost increases associated with FY 2008. 
FY 200S was the first year that significant F-l 5 workload transferred from contract 
support to depot support. We believe it’s difficult to make the assumption that costs are 
trending up based on the FY 2008 data. For the C-130, costs increased significantly the 
first year work was transferred to the depot but then steadily decreased over the next 
3 years. Consequently, we prepared status quo calculations for FYs 2006, 2007, 2008, 

and also one for the fir st 3 quarters of FY 2009 that shows the status qu o between _ 

1 ess the Air Force PBL contractcalculation -^ rw —- - r 

We also included the Air Force backorder buydownin our calculations. 

Recommendations, Management Comments, and Our 
Response 

E.2. We recommend that the Commander, Air Force 748"' Supply Chain 
Management Group: 

a. Update the status quo calculations for F-l5 secondary power systems 
using FY 2009 historical data to determine whether the Secondary Power Logistics 
Solution contract is more cost-elTective than the status quo. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 
448 lh Supply Chain Management Wing, agreed. The commander stated that the BCA is 
being reworked under the supervision of the Ogden Air Logistics Center Financial 
Management, and the results will be used in the decision on contract Increment 2. 

Our Response 

The Air Force comments are partially responsive; however, we cannot tell if 2009 data 
will be part of the update to the BCA. We request that the Air Force provide a response 
to the final report. 
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b. Ensure that the “backorder buydown" used in the status quo calculation 
is not greater than the specific contract requirement. 

Air Force Global Logistics Support Center Comments 

I he Vice Commander, Air Force Global Logistics Support Center, and the Director, 

448' 1 ' Supply Chain Management Wing, agreed. The commander stated that the BCA 
status quo costs will be recalculated to matcl the backorder buydown requirements in the 
contract after contract award 

Our Response 

The Air Force comments are responsive. 
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Issue F. Congressional Inquiry - Bundling 

On July 20, 2009, during our project, the DOD Inspector General received a 
congressional inquiry that alleged inappropriate contracting practices relating to bundling 
requirements under the SPLS contract. The inquiry raised concerns on the impact to 
small businesses. As a result, we expanded our analysis to include a review of bundling. 
We plan to respond separately to the inquiry. 

As part of its acquisition strategy, the Air Force performed market research to address the 
impact on small businesses from bundling the requirements under the SPLS contract. 

The Air Force market research concluded that there would be minimal impact on the 
small business community as almost all items were sole-source to Honeywell. The Air 
Force also concluded that there were measurably substantial benefits to bundling the 
requirements to include monetary savings, increased performance and reliability of 
APUs, improved quality, and increased depot capabilities. However, the extent of the 
measurably substantial benefits that the Air Force was able to achieve on the contract is 
significantly less than planned 

In addition, the Air Force Senior Procurement Executive (SPE) has not yet determined 
that the consolidation of requirements was necessary and justified as required by the 
United States Code and regulations. This occurred because Air Force policy is not 
consistent with the established guidance and permits the delegation of this determination 
to the Deputy or Associate Deputy Assistant Secretary (Contracting). 

We found that the bundling guidance in the acquisition regulations is not consistent with 
the legislation regarding the definition of substantial bundling. Specifically, the 
legislation requires the head of the contracting agency to determine if substantial 
bundling exists, but the criteria set forth in the regulations for substantial bundling is 
based on the dollar values of consolidated actions. 

Recommendations, Management Comments, and Our 
Response 

F.l. We recommend that the Commander. Air Force 748 ,h Supply Chain 
Management Group, obtain a determination from the Air Force Senior 
Procurement Executive on whether bundling is necessary and justified for the 
Secondary Power Logistics Solution contract. 

Air Force Global Logistics Support Center Comments 

The Vice Commander, Air Force Global Logistics Support Center, and the Director, 

448 11 ' Supply Chain Management Wing, agreed that proper determination for bundling 
must be obtained, but disagreed with the level of determination recommended. The 
commander stated that it is the contracting officer’s responsibility to justify bundling, 
according to FAR 7.107(f). The contracting officer justified bundling on April 18, 2006. 
and the Deputy Assistant Secretary for Contracting determined that consolidation was 
necessary and justified on May 15, 2006, in accordance with Air Force Federal 
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Acquisition Regulation Supplement (AFFARS) 5307.170-3. The commander further 
stated that the AFFARS conflicts with other guidance, but the contracting officer 
followed the proper procedure at the time of the justification. 

Our Response 

1 he Air Force comments are not fully responsive, l he guidance regarding this issue is 
clear that the SPE needs to determine whether bundling is necessary and justified. 
However, we address this issue further in our response to Recommendation F.3, 
requesting clarification on guidance relating to bundling 

F.2. VVe recommend that the Air Force Deputy Assistant Secretary for Contracting 
remove the delegation of authority for the consolidation determination from Air 
Force Federal Acquisition Regulation Supplement 5307.130 to be consistent with 
guidance established in the United States Code and acquisition regulations. 

Air Force Deputy Assistant Secretary for Contracting Comments 

The Air Force Deputy Assistant Secretary for Contracting agreed with the intent of the 
recommendation. The Associate Deputy Assistant Secretary for Contracting stated that 
delegations of authority must be consistent with the United States Code and procurement 
regulations. Further, the Air Force acted within its authority to delegate consolidation 
approvals below the level of the SPE and have received concurrences from the Secretary 
of the Air Force General Counsel Office. Defense Acquisition Regulations Council, and 
Defense Procurement and Acquisition Policy. 

Our Response 

The Air Force comments are not fully responsive. However, we address this issue again 
in our response to Recommendation F.3, requesting clarification on guidance relating to 
bundling. 

F.3. We recommend that the Director, Defense Procurement and Acquisition Policy, 
clarify the guidance in the acquisition regulations related to the definition of 
substantial bundling and consolidation thresholds. 

Assistant Secretary of Defense for Logistics and Materiel 
Readiness Comments 

The Principal Deputy Assistant Secretary of Defense for Logistics and Materiel 
Readiness partially agreed. The Principal Deputy stated that he would clarify guidance as 
it relates to the definition of substantial bundling and consolidation (but not consolidation 
thresholds) in the acquisition regulations. 

Our Response 

The Principal Deputy Assistant Secretary of Defense for Logistics and Materiel 
Readiness comments are not fully responsive. The current guidance in the FAR and 
DFARS is not clear as it relates to consolidation thresholds and responsibility for 
bundling determinations. The consolidation thresholds in the acquisition regulations 
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differ from thresholds established in other guidance. In order to ensure contracting 
professionals accurately implement policy relating to consolidation, the Director. Defense 
Procurement and Acquisition Policy needs tc review and resolve inconsistencies in 
current guidance. Therefore, we request additional comments on the final report from the 
Director, Defense Procurement and Acquisition Policy. 
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Appendix A. Scope and Methodology 

We conducted this project from March 2009 through May 2010. We performed the 
review as a nonaudit service to evaluate the data used to support the decision to transfer 
from traditional in-house support to contractor support. Therefore, the work performed 
does not constitute an audit under generally accepted government auditing standards. 

Our review focused on documenting the accuracy of baseline data used to support the 
decision to move to contractor support 

During the course of the project, we met with the Deputy Assistant Secretary of the Air 
Force for Contracting; the Executive Director. Air Force Global Logistics Support 
Center; the Commander, 748th Supply Chain Management Group. Mill Air Force Base; 
the Director, Secondary Power Commodity Council; the Squadron Chief, Secondary 
Power Systems. Hill Air Force Base; personnel from the Ogden Air Logistics Center, 
Financial Management Directorate; and F-15 Engineers. We met with the following 
representatives from the Under Secretary of Defense for Acquisition, Technology, and 
Logistics; the Director and staff from the Defense Procurement and Acquisition Policy; 
the Principal Assistant Deputy Under Secretary of Defense for Logistics and Material 
Readiness; and staff from the Office of the Assistant Deputy Under Secretary of Defense 
for Maintenance Policy and Programs. We also met with staff from DLA Headquarters; 
the Deputy Commander and staff from the Defense Supply Center Richmond, Virginia; 
and the Commander, DLA, Ogden, Utah. 

We reviewed data and documentation from FY 2002 through 2009. focusing on costs of 
contracts, availability of parts, improvements in reliability, the impact of the strategy on 
DOD inventory, and compliance with statutory and regulatory guidance. We reviewed 
the Secondary Commodity Council’s Commodity Acquisition Management Plan, 
Commodity Management Plan, and Acquisition Summary for the SPLS strategy. 

We reviewed Spiral 1, Increment 1 of the SPLS contract awarded to Honeywell on 
August 30, 2007. We reviewed pre award documentation to include BCAs, PNM, 
performance work statement, and historical costs from FY 2002 through 2007 for the B- 
2, ground carts, and C-130 secondary power systems. We also reviewed component 
improvement program funding for these systems. 

We also considered the impact on parts availability and reliability that will be caused by 
the change-in-repair method from 100 percent depot overhaul to more on-condition 
maintenance. We also reviewed the historical cost information for the Air Force business 
case for Spiral I, Increment 2 (F-15). We obtained and reviewed historical costs and 
actual flight hours flown for the F-15 secondary power systems for the first 3 quarters of 
FY 2009. We also reviewed component improvement program funding for the F-15. 

We reviewed and compared the Air Force and DOD shipment timeliness standards to the 
SPLS contract requirements. We obtained requisition numbers for DLRs from the 
Defense Operations Research and Resource Analysis Office. Using the requisition 
number, we then obtained the order and rece pt dates from the Air Force Materiel 
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Command Tracker Database to determine how much time elapsed before each requisition 
was satisfied. 

We reviewed DLR requisitions from FY 2003 through 2007 for 1,649 C-130 and ground 
cart requisitions from top users (Kuwait, Qatar, Little Rock. Luke, Eglin, Seymour 
Johnson, and Mountain Home Air Force Bases) and 6,267 F-15 requisitions from 
FY 2003 through 2008 for top users (Seymour Johnson. Mountain Home. Eglin. and 
United Kingdom Air Force bases). We then determined if the delivery times met DOD or 
SPLS contract standards. We also reviewed performance penalties for failing to meet 
availability requirements in the SPLS contract. 

We reviewed the reliability improvement goals and Air Force data on actual reliability 
from FY 2003 through 2008. We calculated the weighted flight hours between 
installations from the data and compared it to the contract baseline awarded under the 
SPLS Increment 1. We also reviewed penalties for not meeting reliability requirements. 
We also reviewed contracts F45630-03-C-0043 and FAB8208-07-D-0002 awarded to 
Honeywell to determine the amount funded by the Air Force for secondary power system 
component improvements program, and held discussions with engineers to determine 
whether the Air Force would continue funding component improvements outside of the 
performance-based logistics contract. 

Using data obtained from the Defense Operations Research and Resource Analysis Office 
for C-130 and F-15 consumable items, we reviewed DLA inventory levels from 
December 2008, annual demands from FY 2005 through 2008, and primary users for the 
items to determine the impact to DLA revenue and if DLA inventory could be used to 
satisfy SPLS demands. We reviewed the memorandum of agreement relating to the 
drawdown of DLA assets for the F-15 secondary power systems. 

We reviewed whether the Air Force complied with Section 346 of Public Law 105-261, 
the “Strom Thurmond National Defense Authorization Act for Fiscal Year 1999,” 

October 17, 1998, as amended by Section 336 of Public Law 106-65, October 1999, and 
whether the SPLS contract was consistent with BRAC 2005 Recommendations 176 and 
177 that transferred procurement and management of DLRs and distribution and storage 
functions from the Air Force to DLA. 

We also reviewed guidance on contract bundling and Air Force compliance with the 
guidance to address a congressional inquiry forwarded to our office on July 20, 2009, that 
claimed the SPLS contract was preventing competition on maintenance, repair, and 
overhaul services. Specifically, we reviewed whether the Air Force performed market 
research, considered alternatives with less bundling, and made a determination that 
bundling was necessary and justified at the appropriate level We also reviewed 
additional benefits anticipated by the Air Force. 
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Assistant Secretary of Defense for Logistics and Materiel 
Readiness Comments 



LOGISTIC* ANO 
■unmlL KCAOINCSt 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE 

3500 DEFENSE PENTAGON 
WASHINGTON DC 20301-3300 


MAR 19 2010 


MEMORANDUM FOR DEPARTMENT OF DEFENSE INSPECTOR GENERAL 
AITN: ASSISTANT INSPECTOR GENERAL FOR 
ACQUISITION AND CONTRACT MANAGLMLNT 


THROUGH: DIRECTOR. ACQUISITION RESOURCES AND 


analysisY^-^io 


SUBJECT: Response lo DoDIG Analysis of Secondary Power Logistics Solution 
Contract (Project No. D20<W-D000CH-022j.000) 


As requested, we are providing responses to the grneral content and 
recommendations contained in the subject analysis. 

We partially concur with the recommendations directed specifically to us at B.l.b 
and 1 .3. Detailed comments are attached. 


While we partially concur with the findings directed to AT&L. we arc concerned 
thai the general lone of the report appears io discourage, rather than suppon. current DoD 
policy regarding adoption of innovative sustainment strategies, particularly Performance 
Based Logistics. Wc will consider the recommendations in our ongoing efforts to refine 
the implementation and effectiveness of ouleunic-based yroduct support strategics. 

For furthe r information, my 
AI)USD(MR). atiHHIHM 


Principal Deputy 



Attachment: 
As stated 

cc: DPAP 
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Response to DoDIC. Draft Nonaudit Smin 1 Report on Analysis of Secondary Power 
Logistics Solution Contract (Project No. D2(10‘>-D000CH-U223.0l)0) 


Recommendation B Lb : We recommend that the Director, Defense Procurement and 
Acquisition Policy (DPAP). in conjunction with the Assistant Secretary of Defense 
(Maintenance Policy and Programs), develop implement ng guidance to address the 
requirements of the Strom Thurmond Act relating to congressional notification before 
entering into prime vendor contracts for depot-level maintenance and repair of a weapons 
system or other military equipment. 

Response : Partially concur. We believe there is sufficient implementing guidance to 
comply with the Act’s reporting requirements. Moreover. DPAP issued memo guidance 
as of February 12, 2010, with the intention to implement the requirements of the Act in 
DFARS. 

Recommendation F.3 : We recommend that the Director. Defense Procurement and 
Acquisition Policy (DPAP) clarify the guidance in the acquisition regulations related to 
the definition of substantial bundling and consolidation thresholds. 

Response : Partially concur. DPAP concurs with the DoJ IG recommendation to clarify 
the definitions for substantial bundling and consolidation (but not consolidation 
thresholds) in the acquisition regulations. DPAP will initiate a FAR 
and a DFARS case to address the definitions. 


ATTACHMENT 
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Air Force Deputy Assistant Secretary for Contracting 
Comments 



DEPARTMENT OF THE AIR FORCE 

WASHINGTON. DC 


OFFICE OF THE ASSISTANT SECRETARY 


FEB 2 3 2010 


MEMORANDUM FOR DEPARTMENT OF DEFENSE. INSPECTORliENEKAl. 

A ITN: DEPUTY INSPECTOR GENERAL FOR AUDITING 


FROM SAF'AQC 

SUBJECT: Analysis of Air Force Secondary Power Logistics Solution Contract. 

Project No. D2009-D00001-0223,000. dated Jamary 15.2010 

I his is in reply to your memorandum requesting that the Deputy Assistant Secretary ol 
the Air Force (Contracting) provide comments on the subject draft report. January 15. 2010. 

ITiis memorandum does not address recommendations that arc the responsibility of the Director. 
Defense Procurement and Acquisition Policy; Director. Defense Logistics Agency; Assistant 
Deputy Under Secretary of Defense for Maintenance Policy and Plans; Commander. Ait Force 
748"' Supply Chain Management Group; and Deputy Commander. Defense Supply Center. 
Richmond. VA. The DoDIG assigned Recommendations B.I.a. and F.2 to the Deputy Assistant 
Secretary of the Air Force (Contracting). The responses lor tiese two recommendations are 
found below; 

DoDKi Recommendation B.l.a.: We recommend that the Air Force Deputy 
Vssistanl Secretary for Contracting comply with the requirements of the Strom 
Thurmond Act and notify C ongress of the Secondary Power Logistics Solution 
strategy. 

Management Actions; The Air Force agreed that the Strom Thurmond Act applied 
to the SPLS strategy but had not yet notified Congress. 

\ir Force Response: Partially Concur 

At the lime of SPl S contract award (August of2007) >ol) had not implemented Ihe 
requirements of the Stront Thurmond Act as noted by lie DODIG in its recommendation 
B. I .b of this audit to DPAP. DoD now has made its implementation of the Strom 
Thurmond Act effective on 12 February 2010 when DPAP issued a Class Deviation 
Reporting Requirement Ibr Prime Vendor Contracts, prohibiting contracting officers from 
awarding prime vendor contracts for depot-level maintenance and repair of weapon 
sy stems or other military equipment until they arc notified that the Secretary of Defense 
or the Secretary of a Military Department lias submitted 30 days prior to the award of the 
proposed contract, the report to Congress required b\ section 346 of Pub I.. 105-261 as 
amended (I0U.S.C. 2464 note). It would be inappropriate for the Air Force to apply the 
requirements of this Act to an aw ard made in 2007 when DoD has established 12 
February 2010 as the effective date of its implementation of the Act. 
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Qf course, in accordance with the DPAP deviation (atuchcd). the Air Force will comply 
with the notification requirements before award of any prime vendor contract lot Jc|xit- 
level maintenance and repair ol weapons system or oiler military equipment 

DtiDIC Recommendation F.2 : We recommend that the Air Force Deputy Assistant 
Secretary for Contracting remove the delegation of uulhorilv for the consolidation 
determination from Air Force Federal Acquisition Regulation Supplement 
(AFFAKS) 5307.130 to be consistent with guidance established in the l niled Slates 
Code and acquisition regulations. 

Air Force Response Concur with intent. 

Delegations of authority must be consistent with the gaidnncc in l he t ntled States Code 
and procurement regulations In the ease of the consolidation analysis, the delegation at 
AI FARS 5307.170 is allowed by the statute and regulttions. The \F as well as the other 
Services, have acted within their authority !o delegate consolidation determination 
approvals below the level of the SPH in accordance with FAR 1.108(b) We have 
reviewed this matter with the Secretary of the Air Fora' General Counsel Office. DAK 
Council and DPAP Policy and they have concurred wi.h our position. 

In the National Do ten si- Authorization Act for fiscal 'tear 2004. Congress supplemented 
the provisions on bundling for Dol) by requiring a spe.'itic documentation and approval 
process for acquisition that consolidate two or more requirements into a single 
solicitation or contract with a total value exceeding S5 million. In fact, the Federal 
Register Notice issued September 17.2004 (Volume 69. Number 180) 1.1 Rules and 
Regulations). (Page 55*W»-55987|. Dl \RS Case 200--DI09 l Interim Rule) specifically 
states that “DoD considers the restrictions on consolidation of contract requirements to be 
separate and distinct from the restrictions on contract bundling specified in the federal 
\equisit»on Regulation." 

With respect to Bundling, FAR 7.107(c). Additional Roquin-m.-nix for Acquisitions 
Involving Bundling, specifically states: “Without pouer of delegation, the serv ice 
acquisition executive for the military departments, the I ndcr Secretary ol Defense lor 
Acquisition. Technology and Logistics for the defense agencies, or the Deputy Secretary 
or equivalent for the civilian agencies may determine that bundling is necessary and 
justified when .” The Air Force (AFl has tun rcdelegaicd this authority. However, 
10 U.S.C. 2382 (Public Law 108-136. Section 801 1 . Consolidation of Contract 
Requirements, implemented in DI-'ARS 207 !07-3(a) cocs not include any restriction on 
delegation. 

I AR 1.108(b), Delegation of authority, states “loach authority is delegable unless 
specifically slated otherwise " The AF has acted within this authority to delegate 
consolidation determination approv uls below the lev el of the A [ Senior Procurement 
Kxccutivc (SPF). f urther. the Navy. Army, and the D:tense Information Systems 
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Agency have delegated the authority to approv e consolidation determination in their 
respective agency regulations. 

flic Dot) Office of Small Business Programs issued a Benefit Analysis Guidebook. .1 
Reference to Assisi the Department of Defense Acquist'lon Strategy teams in Performing 
a liene/lt Analysis before Consolidating or dandling Contract Requirements, dated 
October 2007. (This Benefit Analysis Guidebook is ar update to a previously issued 
guide by the DoD Office of Small Business Programs. 

Chapter 2. The View from 10.000 Feet, page 2-3. under Determination states 'll 
the acquisition strategy team has performed its benefit analysis because the 
strategy consolidates requirements, then the Senior Procurement I vcculive (SPh) 
(Note 2) — after reviewing the market research, benefit analysis, and any other 
relevant documentation — makes a determination . Note 2 slates: "SPh is 
defined at FAR 2.101 and DI ARS 202.101. In accordance with I AR 1.108(b). 
the authority to make this determination is delegable since the Defense Federal 
Acquisition Regulation Supplement tDI ARS) does not stale otherwise.” 

Chapter 5. Determinations. Notifications. Documentation, and Reviews, page 5-1. 
under Determining A hether to Proceed, states ihat "Determination by the SPh 
that a consolidation is necessary and justified (note I)." Note I references 
“DFARS in? 170-Vtn) Also, see agency regulations for delegation authority.” 



FAME! AC. SC IWI NKl 
Associate Deputy Assistant 
Secretary (Contracting) 
Astist'int Kt*«Ti'T:r\ (Acquisition) 


Attachment: 

DPAP Memo 2010-0(1002 did 12 Feb 2010 


27 




OFFICE OF THE UNDER SECRETARY OF DEFENSE 

9000 BC* FUSE FEW A CON 
WASHINGTON DC IQ>J I JOOJ 


fa 1 1 ~ 

lit reply refer to 
OARS fracking Number 2010-00002 

Mf.M<JRANIIl M H )R COMMANDER. I 'MI l l) SfAltS SPECIAL OPERA 1 IONS 

command i a ri'N Acyiisi i ion f xsarrivr i 

COMMANDER. UNI LED STATES TRANSPORTATION 
COMMAND (A ITN ACQUISITION FXF.CI IT VI i 
1)1 PI TV ASSISTANT SECRETARY OF I HI ARMY 
(PR0CITREMEN11. DASA(N 
DEPUTY ASSIS I AN I SECR1 IARV Of 1IIE NAVY 
(ACQUIS! HON & I (RUSTICS MANAGI Ml NI). 
DASNiA&t M) 

DEPUTY ASSISTANT SECRETARY O! THE AIR FORCE 
(CONTRAt TrNGkSAF AQC 
DIRECTORS. DEFENSE AGENCIES 
DIRECTORS. IH>D FILED AC I1V1TIES 

SI JBJECJ Class Deviation Reporting Requirement for Prime Vendor Contracts 

Effective immediately, contracting officers are prohibited from awarding prime 
sendor contracts for depot-level maintenance and repair ola weapon system or other 
military equipment until they are notified that the Secretary of Defense i>r the Secretary 
of a Military Department has submitted. 30 days prior to Ike award til the proposed 
contract, the report to Congress required by section 346 of Pub.I 105-261. as amended 
(1(1 (J.S.c . 2464 note). This report contains information in 

(11 i oinpctitive procedures to he used: 

(2) Cost/bcnelil analysis demonstrating savings over ill* life of die comr-.Wi 

(3) Analysis of conformance with 10 U.S.C. 2466. and 

(4 1 A description of measures taken to ensure It) l >.S.C J464 is not violated 

l his deviation remains in gffeci until Implemented n the l)l aks. or otherwise 

rescinded My contact 



and Acquisition Policy 


<Utt 



•OMRW 

•vcwmh'm* 

•Miiounm 
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Air Force Global Logistics Support Center Comments 



DEPARTMENT OF THE AIR FORCE 
AIR FORCE MATERIEL COMMAND 
AIR FORCE 6L0SAL LOGISTICS SUPPORT CENTER 


MEMORANDUM FOR Department of Defense 

Office of Inspector General 


FEB 1 7 ?ow 


400 .Army Navy Drive 
.Arlington. VA 22202 


FROM: AFOLSC/CV 

102 West Losey Street 
Scott AFB IL 62225 

SUBJECT: Audit, Analysis of Air Force Secondary Power logistics Solution Contract, 748th 
Supply Chain Management Group. Hill Air Force Base, UT (Project D2009- 
D000CH-0223.000) 

1. Attached arc Management Comments to Non-Audit Scrvi;c of the Secondary Powei Logistics 
Solution Contract report of audit. This documents action takrn on Recommendations A.2., C.l., 
C.2..C.3.. D.I., D.2., D.3., E.l.a.. E.l.b.. E.2.a.. E.2.b.. and F.l. 

2. Questions cone ' ’ ’ ' should be addressed to 


748 SCMG/OMO, 





Colonel, USAF 
Vice Conmander 


Attachment: 

Management Comments 
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DEPARTMENT OF THE AIR FORCE 
448TH SUPPLY CHAIN MANAGEMENT WHG (AFMC) 
TINKER AIR FORCE BASE OKLAHOMA 


MEMORANDUM FOR De|xirtineni of Defense 

Office of Inspector General 
•100 Army Navy Dnve 
Arlington, VA 22202 


12 Feb 10 


FROM 448 SCMW/DV 

SUBJECT Audi, Analysis of Air Force Secondary Power Logistics Solution Contract 7 18tti 
Supply Chain Management Group. Hill Air Fotcj Base. LT (Project D2004- 
DOOOCH-0223 000) 

I Attached are Management Comments to Non-Audit Service of the Secondary' Power Logistics 
Solution Contract report of audit This documents action taken on Recommendations A.2., C. 1 . 
C 2 ,CJ>, D I , D2 . D 3, E I a . E I b, E.2 a, E 2 b. and F I 

2. Questions conc erning Dus action should be addressed to 
748 SCMG'OMO ■■HBH 



V', VV ' 

JOSEPH M PINCKNEY, JR.. Coh USAF 
Vice Director 

448th Supply Chain Management Wing 


Attachment 

Management Comments 
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Keport or Audit, Analysis of \lr fnrrr .Srrnndun I’lmrr UigiMies >oiuiioti Contract. 7-iXtti 
Supply Chain Management (•roup. Hill AKIi I T (l)2(Ni9-l)<MNK'II-022J.INH)) 


Kecumniendatlnn A.2. 


The Director. 44Xlh Supply Chain Management Wing, should direct tile Commander. 74Xl!i 
Supply Chain Management Group, to follow llic same methodology lu use about $35.0 million ol 
Defense Logistics Agones assets for C-130 items and any oilier Seconders I’osser Logistics 
Solution (SPLS) spirals and increments. 


Management Comments: Ihe Director. 44Xth Supply Chain Management Wing, and the 
748th Supply Cltain Management Group Commander coneui witli intent. We agree that it is in 
the best interest to attempt and utilize to the maximum extent practicable, the excess inventory 
held by |)L.\ in relation to the C-130 and SPLS increment I Increment I is already awarded, 
and Honeywell has pres louxly entered into long-term sourcing arrangements with its vendors for 
Ihe supply of parts Discussions with Honeywell and Dl \ are ongoing in regards to this issue. 
We are allemplingto determine a "best fit”solution that will allow for drawdown of 1)1. A 
inventory, and ensure Honeywell is able to meet its contractual obligations with its vendors. 

KstiinaU'd Completion Dale: 30 Jun 10. 

roc 
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Ki'|hiii or \udll, Analysis of Mr Forrr Srrondun Pimtr U(tslici hiMnllon ( iinlrart. T4Sth 
Supply Chain Managt-mcnl Group. Hill AFU I T (D2009-INMMK 'II-II223.IMHI) 


Krrnmnu-ndatinn (’.I 


IK- Director. 4-tXth Supply Cham Management Wing, should direct the Commander. 74Xth 
Supply Cham Management Group, to establish procedures to measure customer wail time as 
defined hv the total elapsed lime between issuance of a customer order and satisfaction of that 
order 


Munugi-im-iit C 'omim-nts: Hie Director. 448th Supply Chain Management Wing, and the 748th 
Supply Chain Management Group Commander concur with this recommendation. Customer 
wait time has and will continue to be measured from the time a Held activity submits a 
requisition to the time they receive a serviceable asset. I tide- SPI-S. Honeywell us required to 
meet the SIM.S standard whether or not a serviceable asset to readily available in warehouse 
storage Under l M.M1PS. Dl. \ is only required to meet the DoD standard if an asset is readily 
available in warehouse siorage Ibis metric is reviewed ai quarterly PMRv and the report 
mamtniiicd on ePrqjccta lor government oversight 


Wtlon ( oinploliil: Closed 


POC 
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Report of Audit, Analysis of Air force .Secondary Power Logistics solution Contract. 7-lhtti 
Supply Chain Management Group, Hill AFB I T (I)2009-D000( '11-0223.000) 


Recommendation ('.2. 


Hie Director, 448th Supply Chain Management Wing, should direct llie Commander. 74Xm 
Supply Chain Management Group, toestablish and hack Secondary 1‘ower LuthliaSolution 
contract tnetnc.s lor availability (customer wail lime) that are equal to or better than DoD 
Uniform Material Movement and Issue Priority Standards. 


Management Comments: The Director. 448th Supply Chan Management Wing, and the 74Xth 
Supply Chain Management Group Commander concur with tic audit recommendation. We will 
review the shipment of Priority 02 and 03 requisitions to determine if it is economically 
justifiable to amend the contract so (hat these requisitions are also required to be filled within 2 
business days for CONI'S shipments and 5 business dues IbrOCOXt S shipments. 


Kstimatcd Completion Date: 30 Jim 10 
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Kt-port or Audit, Analysis of \lr fnrrr Srrundun Pmtrr l.oglsilcs >olution ( mu nut. 74Xtti 
Supply Chain Miiniigt'iiieiit (•roup. Hill AFII I T (I)2IMK)-I)(MMK '11-0223.1X10) 


Krconinu-ndatlnn ('.3. 


The Director, 44Xth Supply Chain Management Wing, should direct the Commander. 74Xth 
Supply Clmin Management Group, to establish contract incvitives or penalties that are sulVicicnt 
to ensure required uv»iluhilit\. 

Management t ontmetits: Ihe Director. 44Xth SuppK Chan Managcntcm Wing, and the 748th 
SuppK Chain Management Group Commander concur with tie audit recommendation. 
Contractor performance to date indicates that the SPLS contract contains suHicicnt incentive to 
ensure I loncywell compliance with stated contractual objective in regards to availability There 
are safeguards in place to enforce this performance. 

1) NPI.S is a 10-year award, with I hue vear and 9 l-year option llte 74X SC MG reserves 
the right to unilaterally cease contractual performance via failure to exercise option, as 
needed undet circumstances where contractor performance is considered iitsuHicienl 
Viewed from this perspective, the potential total penally to the contractor is the entire 
value of the contract. We feel this is sufficient motivating incentive 

2) DoD IG was ashed to provide the established guidelines for monetary penalties in such 
circumstances. They indicated that there are no estab ished guidelines. The 74X SC MG 
believes that current penalties are sufficient to motivate contractor performance 


Action Completed: Closed 
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Kt-port or \udil, Analysis of \lr Korn* Snondury Ptmrr l.oglsilcs Solution ( unlniil. 74Sth 
Supply Chain Miiniigt'ineiil (Irmip. Hill A KII I T (D2009-DIMMK’11-0223.000) 


Krcomnii-ndailon I). I. 


lire Director, 448th Supply Chain Management Wing, should direct the Commander. 748th 
Supple Chain Mmingcmcnl Group, to establish accurate relmSililv Imsclinca Irotn liMottcal data 
and determine realistic improvement* that eun be obtained thiougli negotiations With appropriate 
incentives iuul penalties 


Maiiugcnu-nt Comments: The Director. 448th Supply Cliaii Management Wing, and the 74Xth 
Supply Chain Management Group Commander concur that amnre accurate reliability baseline 
needs to be established Tile 74X SC’MCi performed a rcvahdition elTort on the data originally 
used. The rcvalidation elTort utilized data across a longer time frame and prov ides a more 
accurate picture and highlights some errors in tins report Miking a change to the contract 
baseline as this time could potentially have significant cost impact. This impact must be 
assessed .Uso. there are no established guidelines lor penult cs or incentives. The 74X SCMCi is 
oftlie opinion that (he current incentives (Honeywell is inherently inccntivi/cd within the 
contract to improve reliability 1 and penalties are appropriate 


I slim,ili d (uuipUtlnii Dale; til hut 10 
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Ki'|hiii I>r Audit, Anulvsli of Air Kiirrr Secondary Power Urgistlc* solution C niitniet. 748th 
Supply Chain Management Group, Hill AFU I T (IMtMPMMMKK '11-1)223.000) 


Recommendation D.2. 


The Director. 448th Supply Chain Management Wing, should direct the Commander. 748th 
Supply Chain Management CJfoup. to determine wlicther it is appropriate to fund component 
improvement program replacements upgrades outside a performance based logistics arrangement 
and. if appropriate, determine how the Air Force wi II account for favorable ayailabilily. 
reliability, and cost impact on the Secondary Power Logistics Solution contract 


Management Comments: flic Director. 448th Supply Chart Management Wing, and the 748th 
Supply Chain Management Group Commander concur w ill) audit recommendation While 
Honeywell is inherently incenlivued to make reliability improvements under the SPLii contract, 
it is reasonable to expect that Honeywell will focus then elloTs on those improvements that 
reduce depot repair costs and have u pay back period yy ithin llie life of the contract. For those 
reliability improvements that have a pay hack period tongci ti .in the life ol the M'l-N contract, the 
-Vir Force caimot expect Honeywell to make thoxo improvements However, some 
improvements may he in the best interest ol the Air f orce because they lower total logistics costs 
beyond the cost of development, acquisition, and implemenlalion. In that ease, the Air Force 
would possibly pursue those reliability improvements outside of the SIM H contract, most likely 
under the Component Improvement Program (CIP). If such i case were lo occur and depending 
upon the actual development acquisition, and implementation strategy employed, the 
performance metrics as well as contract costs may need to be modified The Air Force would 
need to assure that Honeywell docs not receive financial haul'll for reliability improvements that 
were realised because of Air force efforts outside of the SPI.S contract. In terms of contract 
costs, the purpose of a modification would be to prevent Homywell from receiving "free issue" 
assets or being paid for repairs they didn't perform if the Air Force were lo fully acquire any new 
improved assets or modification kits (to improve existing assets) outside of the SPI ,S contract 

At present time this scenario docs not exist, but we fully agree with this philosophy and will 
make appropriate adjustments in the event that such an effort is undertaken using the CIP. 

Action Completed: Closed. 

POC: 
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Krpml nf Audit. Analysis nr Air Force Secondary Power l.oglstics Solution ( unmet. 
748th Supply Chain Management Group. Hill AFB I T (1)2009-DOOOf '11-1)223.1881) 


|{i commendation D.3. 


The Hi rector. 44Xth Supply Chain Management Wing. should direct the Commander. 74Kih 
SuppK Chain Management Group, to determine wild Iter it is appropriate to loud component 
improvement program projects (to improve reliability, not safety) that arc scheduled lor 
performance-based logistics arrangements. 


Management Comments: The Director. 448th SuppK Cliaii Management Wing, and the 74Xth 
Supply Chain Management Group Commander concur wilh audit recommendation. Honeywell is 
inherently inccntivized to make reliability improvements which would lower their overall costs 
(i.c.. reduce miinher of Depot repair actions). However, there are improvements that wouldn't 
lower I lone swell's overall costs, and we don't expect them to implement those improvements. 

If those improvements are deemed to he in the best interest of the Air force, then we would 
consider pursuing them. Each iniprovemail. though, would he taken on a ease-bv-case basis and 
evaluated according to applicable information (it.. SP1.S contract point and the impact of the 
improvement). As stated in part 2. special el forts must he taken to make sure that Honeywell 
does not "profit" ill the An- f orce's expense. 

At present time this scenario does not exist, but we fulls agree with this philosophy and will 
make appropriate adjustments in the ev ent that such an effort is undertaken using the Component 
Improvement Program. 


\ctlon ( miiplrlrd: Closed 
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Kt-port of \udit, Analysis of Mr Force Sniimlun Power Logistics holmimi ( mil rail. 7jsth 
Supply Chain Managiiiiciit Croup, Hill AFH I T (l)2(MK)-INMNK 11-1)223.(8X1) 


Krconinirnditilon B.l.a. 


The Director. 448th Supply Chain Management Wing, should direct the Commander. 74Xtn 
Supply Cham Management Group. in periodically (alvml 4-6years) ohiam ccililicd cost or 
pricing data and renegotiate option tear prices lor the Secondary Power largisties Solution 
contract 


Management Comments: Ihe Director. 448th Supply Chaii Management Wing, and the 748th 
Supply Chain Management Group Commander concur with audit recommendation We concur 
w ith the concept or re-pricing at or about the midpomi of a 10-ycar agreement Tins concept w ill 
be incorporated into future contracts of this nature 

KfTmts In develop a suitable process In adilrcss this concern tar the existing cnntnrcl are 
currently underway. We will develop and expect to have a sound methodology in place to 
\ alidate reasonableness of price prior to exercise of next option Ihe current contract docs not 
contain a reopener clause which would allow such renegotiations during the penod of 
performance to take place. I 'ndcr the existing SPLS contract the Air Force lias lire ability to not 
exercise .ui option if the determination is made that the cost of Ihe contract is not deemed lair and 
reasonable at that point in lime. 


I.xtimated Completion Date: .10 Nov 11 . 


PtK. 
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Report of Mulit. Muilysls of Mr Force Secondary I’owit l4(i»lln Nulmiun I onlrmt, '-iXth 
Supply C bnlii Management Croup. Hill Al It 1 T (D20IW.IXMNK II.0223.MMI) 


Kecuiitiiinnhilhiu I''..Mi 


The Director. 'l4Krri Supply Cham Management Wing should direct the Commander, 748th 
Supply C'h.uii Management Chou|i, to closely iiiunitm icli.ilnlits (uu-yiiiig peifomuiice) of 

secondary power systems depot-level reputiables to determine whether the less costly on- 
comlitioa maintenance philosophy is negatively impacting reliability 


Management Comments: llte Director. 44Xth Supply Chart Management Wing, and the 7 4Xth 
Supply Cham Management Group Commander concur with audit recommendation Have IMS. 
NRTS. and Hying hours data is being collected noyy and \s til continually he evaluated on a 

.v basis to detnmitin- yylial (if any) impact on-onnHilina maiuli'iiaticv has hail upon 

reliability. 


Kxtiinated f 'oiiiplrtion Date: AO Inn 10 
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Kepi hi of \uilll, Vnalysls of Mr Fiirw Secondary Power I ngtsltrs Solution I on tract, '-IXth 
Supply Cbnln Muuipmnii Croup. Hill VI It 1 T (D2<MW.|XMNK II .0223.000) 


Kccoiiiiih-iiiI iilloii K.2.U. 


The Director, 44Xtr> Supply Chain Management Wing, should direct the Commander, 74Xth 
Supple Chain Management (nuup. In ii|>d.ilc I lie Matos ipm calculations I'm F-l 5 secumlai > 
power svstems using FV 2009 historical data to determine whether the Secondare Power 
I ogislies Solution contract is more cost-effective than the sta;us quo. 


Munugriurnt (umnit'iils: The Director. 4-IXth Supplv Chau Management Wing, and the 74Xtr 
Supply Chain Management (itoup Contmandct concur with audit tccommendalion IK. \ is 
undergoing rework now tinder the auspices of(XKM£ I'M l pdated results will he used to 
determine gn-nhend rloeisiiin ihi ineremenl 2 


Kstimateil Completion Date: \ I Dee 2010 
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Report of Mnlit. Vm. tests of Mr Force Secondary Power I ogisllrs Solution < on tract, 74Xth 
Sup pit Clii.ii. Mjmngrmrnt Croup. Ilill Al'lt I T (D2tMW-l)tMNKII 1122.4.000) 


Ke. o.ii i.ir...lot ion l ' .2.li 


The Director, 448th Supply Chain Management Wing. should direct the Commander. 748th 
Supply Cliuili M.in. icemen, (iiuup. to ciimuc ll. at tl.c "lu.cko.Jc. liuvikiw.." used in the status 

quo calculation ts not greater Hum the specific contract requirement. 


Management Comments: llic Director. 448tt. Siin.lv Chan Management Wing, and the 748tl. 
Supply Cham Management (hnup Communder concur with rn.dil reeommundntion Allot 
contract award, the liC \ status quo costs will lie re-calculated to match the "backorder 
bumdem n" requiremenls in the contract 


l.stiiii.ilrd Completion Hair: .11 Dec 10 
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Report of \mlil, Vnnlvsls of Mr Force Secondary Ptmrr I ogisllrs Solution t out nut, "UXth 
Supply Cbnin Managnumt Group, Hill A HI I T (D2(MW-I)(MNK II .0223.1100) 


Rccuiiimriiduliiiii K.l. 


The Director. 448th Supply Chain Management Wing. should direct the Commander, 74Xih 
Supply Chain Management (iiuup. to nlitaill a detciimiialioii liutii the Air Force Senior 

I’rocuremetu Executive on whether bundling is necessary and justified Tor the Secondary Power 
logistics Solution contract 


Management Comments: Hie Director 448th Supply Chan Management Wing, and the 74Xtlt 
Supply (.'haul Management Group Commander eoneut with audit recommendation that propel 
determination for bundling must Ire obtained 

Noii-concur with level ol determination recommended I U< 7.107(1) stales that it is the 
C ontracting Officer's responsibility to pistils bundling Flic Contracting Officer made a 
bundling determination for this contract 18 April Ob. In accordance w ith U I ARS 5307.170-3. a 
determination from the Senior Procurement Executive (or delegate) is required for consolidation 
nl rcquiic iiicnls willi ,i Ml.it value cm c eding 55.500,000 \ determination for consolidation was 

by Deputy on 

2006 that actenrnneinTi^HitisoOation was necessary and justified. 

We recognize there may be conflict between the VFFAR and other guidance, however. 748 
SCMti followed proper procedure at time of justification of consolidation 

Willi rcgauls to bundling, we have an ongoing iulemal review to determine whether appropriate 
detenmnution and approv als were mude. 


Kstiinatcd completion date: 30 .Inn 10. 
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Defense Supply Center, Richmond, Virginia Comments 



DEFENSE LOGISTICS AGENCY 
HEADQUARTERS 
8725 JOHN J. KINGMAN *OAD 
FORT BELVOIR, VIRGINIA 22060-6221 


MEMORANDUM FOR DA 


SUBJECT: Analysis of Air Force Secondary Power LogisticsSolution Comraci Response 

I have reviewed DSCR's ilrnfl response lo subject mi<la and concur with their comments. 

IfyotUum^n^mestions, please contact my PlX., 

C'ommereiulj^^ ^ - O ! 




JOHN E. I1AI.I. 

Executive Director, Operations & Sustainment 


fnttnl rtnrWnu 



on HmvCM) P*fl i 
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DEFENSE LOGISTICS AGENCY 
DEFENSE SUPPLY CENTER RICHMOND 
OOOO JFFFTRSON DAVIS HIGHWAY 
RICHMOND. VIRGINIA 23297-51OO 


“VXTi'io DSCR-OI 


FEB l I 2010 


MEMORANDUM FOR PEPARTMLNT OF DEFENSE. OFFX’F OF (NSPFXT)R UKNtKAL, ATTN: 


M iHIBCtI Anslytit ml Ait Force Secondary Fowl Logistics Soltitiim Contract tT*roje«t No. 

LTdOWDOWUl-lRZlflOO) 


At icquestcd In DoDli) memorandum. dated January IS, 2010, tobjevl u above, I have reviewed 
uid coot Of Willi Recommendation A 2. of subject draft analysis The Mkswing dsattibcs »h«l actiuni Itave 
been taken and planned to be taken to accomplish what the DoDICI u iccnmnicnd wi; 

DSCR met with the An Fokc (AF) in mid December and January pertain up k> Secondary Power 
I ogistiei Solution (SPI.S) contract moot. 

SPLS Phase I, Increment 2, F-IS usual were discussed Increment I is n>w projected to be awarded 
July 10, 2010 Delay is caused by an AF internal Air Force Program Executive OTiccr and a separate 
Detense Contract Audit Agency audit SPLS collaboration demands hair beat ajpsopriatcb iks led down by 
01JL 


SPLS Phase I, Inclement I. C-l 10 was also addressed the drawdown mlisaial stork nuitihera 
identified and utoelated dollar vahiet are being negotiated The 10-year drawdown market that* dollar 
value b S23M, however, since 2 yeara have passed since cunuset award (August M07| dir t year drawdown 
value is now JI9M. AF is reviewing ihc nutlet dune daui AF is now asking Defense Lugfstltv Agency 
(DLA) to consider foreign military mIm customers ss a "Relief Valve" for potcncwjty e couple uiillien 
dollari to they tHoncywell) do not have to drawdown the whole SI9M Abo. par. or ATs concern is that m 
die lad 2 yean Honeywell hat awarded contracts to their suppliers and that I toocywell has over procured 


fh-A will follow the same methodology adopted In Inclement 2 to unliw raining inventors DLA 
will insist that AF drawdown a substantial amount If not all of the SI9M for Inaction! I 



IOMXI Haeyt*n« Uiegimi 



PlWBsU m RetvsSsU Oscar 
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